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Aprit 17, 2007
TO: Each Supervisor
32
FROM: Bruce A. Chemnof, M.D. L/?j
Director and Chief Medical Officer
SUBJECT: DEPARTMENT OF HEALTH SERVICES

FISCAL OUTLOOK UPDATE

Attached (Attachments A1-A3) for your information is a Summary of
Changes in the Department of Health Services (DHS) Fiscal Outlook since
our last report, through March 30, 2007,

in the December 12, 2006 DHS Fiscal Qutlook and Strategic Plan Update,
the Department committed to working with the Chief Administrative Office
(CAQ) to develop a balanced proposed budget for Fiscal Year (FY) 2007-
08. This memo includes an updated fiscal outlook showing a balanced DHS
budget for FY 2007-08 (see line 26 on Attachment A1).

While there have been developments subsequent to the completion of the
CAOQ Proposed Budget that could result in a funding shortfall, the
Depariment expects them to be oifset through additional Deficit
Management Plan Actions. However, the fiscal outlook does not include the
impact of pending salary and classification changes.

To address this issue, DHS will continue working with the CAO to develop
recommended budgetary adjustments as part of the FY 2007-08 budget
development process.

As for the five-year cumulative Fiscal Outlook, following the adjustments
shown on Attachments A1 and A2, including the remaining proposed Deficit
Management Plan Actions that are not included in the CAO Proposed
Budget, the cumulative shortfall (line 44 on Attachment A2) through FY
2010-11 is now estimated at $651.3 million. This is an improvement of
$252.5 million when compared to the previous shortfall of $903.8 million
included in the December 12, 2006 Fiscal Outlook.
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Estimated Cumulative § Impact
Through Fiscal Year 2010-11
Action {3 In Millions)
Estimated Cumulative Funding Shortfall Through 8 (786.7)

Fiscal Year 2010-2011

Deficit Management Plan Actions Not Included in the CAQ Proposed Budget:

Conversion of Nursing Registries to County Employees 5 19.0

Reduction in Medi-Cal TAR Denials 0.4

Resolution of Mental Health Services |ssues £9.0

Unused Fiscal Year 2005-06 County Contribution 47.0
Adjusted Curnulfative Shortfall $ (651.3)*

Pending Federal Rule Limiting Medicaid Reimbursaments {__821.0)

Adjusted Cumulative Shortfall $(1,472.3)

*  The December 12, 2006 DHS Fiscal Qutlook and Strategic Plan Update memo
referenced a comparable Adjusted Cumulative Shortfall of $803.8 million.

Managed Care Rate Supplement

The Managed Care Rate Supplement is still pending Federal approval. The Depariment
and the CAO are currently working with the State to ensure this issue is forwarded to CMS,
the County’s Federal legislative analysts, and your Board, prior to your visit to Washington
D.C. lithe Managed Care Rate Supplement is not granted, the Department's financial
position will worsen by $286.0 million in FY 07-08 ($143.0 million in FY 06-07 and 07-08
respectively). This loss could be reduced by up to $50.0 million for each of these two fiscal
years if the Department is allowed to retain the County General Fund match contribution
currently included in our budget.

CMS Extension Aareement for MLK-Harbor Hospital

The attached fiscal outlook includes the estimated impact of the CMS Extension Agreement
for MLK-Harbor Hospital of $12.0 million [$8.0 million for FY 06-07 and $4.0 million for FY
07-08 (see line 29 on Attachment A2)]. This amount assumes we are able to get legislation
to hold MLK-Harbor harmless for the loss of DHS and SNCP funds under the CMS
Extension Agreement in FY 07-08. At a conference call with some members of the
California Association of Public Hospitals (CAPH) Board on April 13, 2007 they indicated
initial support for the concept of holding MLK-Harbor harmiess. In the final agreement with
CMS, there was a liberal interpretation of an emergency service billable under the Medi-Cal
and Medicare programs, which resulted in a less than previously anticipated loss of revenue
under the agreement.
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Health Care Coverage Initiative (CI)

The Department’s application for the Health Care Coverage Initiative, a federally-funded
program intended to increase health care coverage for low-income people who are
uninsured, was awarded by the State of California on March 29, 2007. The Department is
eligible to receive a maximum of $54.0 millicn of gross revenue per year, for a three year
period, which is offset by additional spending of approximately $23.6 million per year,
resulting in net revenue of $30.4 million per year. The Department is in the process of
compiling these costs to be included in our FY 07-08 Final Change Budget Request for your
Board's consideration in June 2007. The CI will serve adult patients with selected chronic
diseases, including diabetes, asthma, and hypertension, who are seen in DHS and PPP
facilities and have no other coverage. These patients will be enrolled into a comprehensive
outpatient program that will provide targeted services based on each patient's burden of
iliness and health care utilization.

The Department must aggressively begin the work required to ensure we are able to
implement the proposed programs by September 1, 2007 and fully maximize the available
funds.

Federal Deficit Reduction Act (DRA) — Medi-Cal Citizenship Verification

The California Department of Health Services (CDHS) has not as yet released for
implementation its DRA - Medi-Cal Citizenship Verification All County Welfare Directors
Leiter (ACWDL) instructions to the Los Angeles County Department of Public Social
Services; however, based on the CDHS February 7, 2007 final draft, the Depariment
believes the financial impact and new workload can be minimized if the CDHS provides an
automated means to verify citizenship for all California-born residents as anticipated. We
will update our fiscal outlook regarding this issue upon receipt of the CDHS final
implementation instructions.

Other Items Not Included in the DHS Fiscal Cutlook

There are various healthcare proposals being considered in the California Legislature that
could have a material impact on the Department's Fiscal Outlook in the future, but not
enough details are known to forecast the impact to the Depariment at this time. The
Department is participating in and monitoring the developments of these proposals.

Please let me know if you have any questions or desire further information.

BAC:aw

(FISCAL QUTLOOK 4-17-07v3)
Attachmenis

¢. Chief Administrative Officer
County Counsel
Executive Officer, Board of Supervisors



COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVIGES
SUMMARY OF CHANGES IN THE DHS FISCAL OUTLOOK
DECEMBER 4, 2006 THROUGH MARCH 30, 2007

Fiscal Year I Columns 78 In Millions
0607 /(1) 070817 08-03/{3) 09-10/ (4} 10-117(5) Tl [6)
) Estimated Cumulative Year-End Fund Balances/{Shortfalls) « 124106 ™ $ 1100 8 (3161} 0§ {680}  § (11855 0§ (45264) $  [1,626.1)
incluston of Deficit Management Plan Actlons into the CAD Proposed Budget *
]n!eml!
[t} Nursing Registry Conversion fo County Emp. & 23 23 23 23 23 15
o Ancillary Senvices (Pharmacy, Labaratory, and Standardized Medical Supples) ™ 49 5.9 59 59 59 25
L] 10% Redustion In TAR Denials & 34 33 33 33 33 168
Sublect to State/Federal Approval
Managed Cara Rate Sup -
) Base Adjustment @ 60 6.0 60 60 6.0 iH]
® Proposed Recaplure of CBRC Managed Care Gap Payment Loss 43.0 43.0 430 420 43.0 2150
M Medi-Cal Redesign Coverage Initiative Application Nat Benefil epproved on March 29, 2007 . a4 304 304 04 1216
[¢] glustments ingluded i CAD Proposed Budgel
&) Adust pmplaves benefits per tha CAD Proposed Budgel for Apeil 17, 2007. Adjusiments primadity refated to reduced . 414 463 51.1 55.6 1944
rofirement costs ($35.0M), reduced workers compansation costs {$5.3M) and various other changes {$1.184) and are
extended through FY 10431
{8  CAOlncreasa in County.contibuton per the CAQ Proposed Budged for Apil 17, 2007. . 300 300 300 300 1200
(00 Includa Tobacco Setlamenl funds to offset tha net cost of the MetraCare implamentation in FY's 07-08 and 08-09. . 50.0 250 - - 750
(11 Adjust MalroCare costs lo updata FY 05-07 estimales and CAO Inclusion of MetroCare savings related to the redustion 136 9.7 - . - 233
ol {nterns & residents flems per the CAO Proposed Budget for Aprl 17, 2007, %
(12)  Adjust salary savings at DHS facilies per the CAO Proposed Budgel for April 17, 2007, - 96 96 96 96 84
03 Adjust CBRC revenue astimates in January 2007 based on a revised setlloment kar FY 00-01, raflscl the final 78 ™ 03 08 0.9 13 2.0
setlement for FY 02-03 and extended through FY 10-11,
) cADIncrease Vohida Liconsa Foes por e CAO Proposed Budget for Aprl 17, 2007, - 48 48 46 48 184
(15 Adjust galary COLA por tho CAQ Proposed Budget for April 17, 2005, Excludos the cos!impacl of pending saary and - 4 {4.4) {4.4) {4.4) (17.6)
tlassification changes.
(16)  Adjust S&S CPJ per the CAD Proposad Budget for April 17, 2007 and exdended through FY 1011, - (3.8) {35 {4.0) 4.2} (15.9)
(7 Adjust capitel profects per the DHS Burdge! Requost on January 30, 2007 and rostate estimales lor FY's 08-00 through 0.3 28 171 {10.5) (4.1} 56
10-14.
{18 CAQ agusl capilal projects per the CAQ Proposed Budge! for April 17, 2007. . 26 - - - 26
%) CAOIcrease Salas Tax revenua per the CAO Proposed Budget for Aprl 17, 2007.® . 25 25 25 25 100
(20 Adjust OMDIfTransifan costs for the LAGUSC Roplacemenl Facilily per tho CAQ Proposed Budpal for Apil 17, 2007 - {8.5) 78 {2.4) n {10.7)
and update the estimates for FY"s 08-03 through 10-11 per facfity estimates.
{2 Closathe budget gap at JCHS with additiona) funding from the Prebation Depariment per the CAD Proposed Budgel - 49 49 49 4.9 196

for April 17, 2007. Sinca Ihs ameunt has no!t been 2pproved by the Probation Departmenl, this amountis subject to
removal during the Final Change Budgel.
(22)  Adpst Orthoned's services at OVAUCLA to reflect the opening of 3 beds in FY 07-08 and 2 beds in FY 08-09 per be . 1.2 0.7 0.7 07 33
DHS Budgel Requost on January 30, 2007. Dua lo Harris/Rodde bod redustions at LAGUSC, these patients can no
longes be transfored to LAC+USC and musi be served at OVAICLA.

23 CAO aust the opaning of 3 Orhopedic services beds at OVUCLA to excluda 17 posifions per tha CAO Propased - 0B %] 08 0.8 32
Budget for Apdil 17, 2007,

{28)  Other changas inctuded in the CAO Proposad Budgol for Apel 17, 2007. - {6.8) {2.4) {2.4) (2.4} {140}

(%) Forecast improvementfreducton) rollforward . 814 ¥ g2 @ 5494 @ 7217 -

) Revised Estimated Cumulativa Year-End Fund Balances/(Shortfalls) - per the CAO Proposed Budget ® $  W0i4 $ 3 0§ (86 0§ (38 0§ (W3 0§ (1263)
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COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES
SUMMARY OF CHANGES IN THE DHS FISCAL QUTLOOK

M THR: H MARCH
Fiseal Year / Columns / $ In Milfons
05-07 1{1} 07-0B7(2) 08091 (3} 09-10 /{4) 10-117{5) Total £ {6)
{1 Revised Estimated Cumulative YearEnd Fund Balances/{Shortfalis) - per the CAO Proposed Budget ™ (cont.) $ 2014 H i $ (2186} $  (4419) $ {726.3) $ {726.3)
entl elo]
{2%) Inciude the FY 0708 LAC+USC Transifion capital projocts dated January 2, 2007. - (2.1} - . - {23.1)
{29 Adjust MatroCare to refizct Lhe CMS Exlension Agreemenl approved on March 30, 2007. {8.0) {40 - . - (12.0)
29 Includo Tobaceo Satllement funds to offset the ravenue fost under the CMS Exlension Agresment, :U1] 40 - - - 120
{210 Includa he impact of the Phammagisl COLA approved by the Board. {1.5) {2.3} 2.0 2.n (2.7} myg
221 Reslore CAO adjusted capitel protects per the DHS Budgetl Request on January 39, 2007, - {2.6) - - - {2.6)
3% Reslore CAO adjusted OMDWTransition cos!s for the LAC+USC Replacemenl Facilily per the DHS Budgot Requost en - {9.8) - . - {9.8)
Janvary 30, 2007,
%) Reduce use of Tobacco Sattemenl funds refated to tho implementation of MatroCara Lo offsel savings intluded in the - {9.7) - - . 8.7)
CAO Proposed Budge! for Apsil $7, 2007.
%5 Reselors CAO excluded 17 positions for the opening of 3 Qihopedic senvices beds al OV/UCLA per the DHS Budget - {0.8) {0.8) (0.8) {0.8) {3.2)
Request on Januaty 30, 2007,
(%) Changa In current year operating forecast recetved in February 2007 / restore various minor budgat requests included in 79 {0.8) {2.4) {2.4) (2.4) (0.1)
the CAQ Proposed Budgel for Apal 7, 2007.™
U0 Forecast improvementireduction} roll-forward . g4 ¥ 42 & (48.6) @ (54.5) ¥# -
Bt Adjusted Estimated Cumulative Year.End Fund Balancesf{Shortfalis} - 3/30/07 % § 2078 0§ (308) § (%72 0§ (4983} $§ (7eT) § {1887}
oposed/Potentlal Deficlt Management Plan Actions (Not Included In the CAO Proposed Budget
[ntemal
B Conversion of Nursing Reglstries o Counly Employees . 0.7 3.2 60 91 18.0
(% 10% Reduction in TAR Denvals . 04 01 0.1 01 04
#4  Clsure of Mental Health Services ™ . 165 170 175 1680 69.0
) Unused FY 0508 Counly Contribution % . 470 . . . 470
) Forgcast improvement{reduction) rfHorward - - 4 643 W Big ¢ 1082 ¥ .
) Adjusted Estimated Cumulative Year.End Fund Balances/{Shartfalls) - 33017 “ § v 0§ 47 0§ (1628 5 (390M) 0§ (6513 0§ (6513}
if all remalning Internal actlons are successiul
%) panding Federal Aula Limiling Modica'd Relmbursement to Public Hospilals 1o Medizaid Cost™ - (153.0) {212.0) {226.0} (228.0) (821.0)
&) Forocast improvementireduction) miforward - - W {153.0) ¥ (365.0) ¥ (593.0) ¥ .
U Adjusted Estimated Cumulative Year-End Fund Balancos/{Shortfalls) - 3130107 ™ If all remalning
Internal actions ase successful and pending Federal rule zdopted § 2018 $  [128.3) $  (541.6) $  (9B3.1) §  (1,47123) $  (14723)
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ATTACHMENT A3
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